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Audit Highlights . . .

Our review of the Department
of Health Services’ (department)
purchasing and contracting
practices for durable medical
equipment (DME) and medical
supplies under the California
Medical Assistance Program
(Medi-Cal) revealed that:

M While the number
of beneficiaries and
related expenditures are
increasing, federal funding
for Medi-Cal is likely to
decrease by $222 million
in fiscal year 2002-03.

M The department’s cost
control procedures have
not prevented significant
spending increases for
unlisted items—those with
no established maximum
allowable product
costs (MAPCs).

M It has been more than
15 years on average
since the department last
updated the MAPCs for
many medical supplies.

M The department’s
inadequate planning for
two initiatives it believes
will reduce its DME and
medical supply costs—
converting its medical
supply billing codes to
universal product numbers
and negotiating contracts
with manufacturers—may
undermine their success.

It Needs to Better Control the Pricing of
Durable Medical Equipment and Medical
Supplies and More Carefully Consider Its
Plans to Reduce Expenditures on These Items
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Department of Health Services’ response as of November 2002

the Department of Health Services’ (department)

purchasing and contracting practices for durable medical
equipment (DME) and medical supplies under the California
Medical Assistance Program (Medi-Cal). We found that the
department’s cost control procedures have been ineffective
in reining in spending for items with no maximum allowable
prices (unlisted items). In addition, the department has failed to
ensure that it does not approve expenditures for unlisted DME
items that should be charged under listed codes at a lower cost.
Further, the department has delayed price updates for its medical
supplies for an average of 15.5 years, and many of its product
codes may be obsolete. Finally, the department’s inadequate
planning for two initiatives it believes will reduce its DME and
medical supply costs may result in increased administrative costs
and a failure to reduce expenditures.

The Joint Legislative Audit Committee asked us to examine

Finding #1: The department’s cost control procedures have
been ineffective in reining in spending for unlisted items.

The department’s expenditures for unlisted DME and medical
supplies have increased significantly over the past four years,
and its cost control procedures have done little to rein in these
expenditures. Specific areas our audit identified include:

¢ The department’s payments for unlisted DME items accounted
for most of the increases in expenditures for all DME. From
1998 through 2001, expenditures for unlisted DME increased
by $34.3 million, or 89.4 percent. Similarly, the department’s
expenditures for unlisted medical supplies increased, even
though total medical supply expenditures have decreased in
recent years. In 2001, the department paid 11.1 percent less




for medical supplies with established maximum prices, but
27.5 percent more for medical supplies without such prices
than it did in 1998.

Although state regulations require providers and manufacturers
to provide Medi-Cal with rates that do not exceed the price
they charge to the general public, in December 1997, the
department instructed its field office staff to discontinue
reviewing authorization requests for cost.

Field office staff lack cost-comparison tools, such as functional
equivalence tables, that would allow them to compare
requested items to other items that perform the same essential
functions. Because they lack this information, the field
office staff must rely on their experience and judgment to
determine whether amounts are appropriate. Further, because
the department lacks cost-comparison tools that will allow

its field office staff to make meaningful comparisons of the
requested items with other available products, field office staff
tends to approve a product regardless of cost as long as it is
medically necessary.

We found that other states have some procedures that the
department may wish to consider adopting. For example, we
found that New York’s Medicaid program caps reimbursement
for unlisted items at the lesser of 150 percent of the provider’s
acquisition cost, or the provider’s usual and customary charge
to the general public. Further, New York uses a voice-activated
authorization system to process routine authorization requests
and thus free up staff resources to perform other reviews.

Field office staff do not ensure that providers use listed codes
whenever possible or justify why they do not. By not doing
so, the department may pay more for an unlisted item than it
would pay for another listed or unlisted item that meets the
patient’s needs. In fiscal year 2001-02, the department paid
an average of $622 for wheelchairs with listed codes, but an
average of $3,121 for unlisted wheelchairs.

While the department attributed the large difference in
average prices for listed versus unlisted wheelchairs to
obsolete maximum allowable product costs (MAPCs)—the
department last updated its MAPCs for listed wheelchairs
in 1985 (17 years ago)—we found that the department’s
failure to enforce cost control procedures also contributed
to the rising cost of unlisted wheelchairs. For example,
the department’s June 1998 policy statement requires field




otfice staff to approve unlisted wheelchairs only if providers
document information including why a listed code cannot
be used for the equipment the patient needs, and that the
requested wheelchair is the lowest cost item among other
comparable brands or types that meet the patient’s medical
needs. However, field office staff apparently approve requests
for prior authorization for all wheelchairs as long as the
requests are accompanied by a physician prescription. Staff
also allow the use of unlisted codes for all wheelchairs and
components. Consequently, the department may be paying
more than necessary for customized wheelchairs.

We recommended that the department should do the following
to ensure that it receives a fair and reasonable price for DME,
medical supplies, and hearing aids:

¢ Analyze its payments for unlisted DME and medical supplies
to determine whether it should establish maximum allowable
product costs for any of these items.

¢ Analyze periodically its expenditures to determine
utilization of high-dollar items and possible causes for
increases in expenditures.

¢ Consider developing a voice-activated authorization system
for straightforward transactions to free staff resources for more
complex prior authorizations or cost analyses.

¢ Develop tools, such as functional equivalence and price
comparison tools, for its field office staff to compare prices
among similar items for unlisted DME and medical supplies.

e Cap reimbursement for unlisted items at the lesser of a
department-determined percentage of the provider’s cost (e.g.
150 percent of cost) or the provider’s usual and customary
cost charged to the general public, and require providers to
submit their cost information with claims for reimbursement.

e If the department does not wish to set this cap and require
providers to submit cost information, it should enforce its
requirement that providers of unlisted wheelchairs document
why the wheelchair cannot be billed under listed codes
and that the recommended wheelchair is the least costly of
alternative items that meet patient needs.




Department Action: Pending.

The department’s response indicates that it agrees with
our recommendations. Specifically, it plans to take the
following steps:

e Proceed to resolve difficulties with establishing new
product codes and MAPCs under the Health Insurance
Portability and Accountability Act of 1996.

e Evaluate the possibility of expanding beyond existing
efforts with its fiscal intermediary to analyze expenditures
to determine root causes of increases, contingent on the
availability of staff.

¢ Add a control to its verification system to identify when
beneficiaries are exceeding the department’s limit of $165
for incontinence supplies per month by using multiple
providers. However, the department does not anticipate
establishing a voice-activated authorization system at
this time.

e Pursue a new contracting process that it hopes will allow
it to establish guaranteed provider acquisition costs for
many DME items.

e Resolve current issues related to defining a “custom”
versus a “non-custom” wheelchair, the appropriate
procedure codes to use for these chairs, and the proper
rate to pay for these chairs.

Finding #2: The department overpaid for some rentals.

Field office staff’s misunderstanding of regulations may have
caused the department to pay $8.3 million more for renting
stationary volume ventilators over three years than the
department would have paid by purchasing these items. Our
review found that the department would have paid $4.1 million
if it had purchased these items, rather than the $12.4 million it
paid for renting them. Field office staff stated that regulations
require them to approve only rentals of ventilators and

prohibit them from purchasing them, which we found to be a
misunderstanding of the regulations.

We recommended that the department clarify its rental policies
with its field office staff to ensure that overpayments for DME
rentals are not occurring.




Department Action: Pending.

The department states that it will issue guidance to its field
office staff clarifying rental policies.

Finding #3: The department has not kept its codes and prices
current and may not be receiving the lowest rates offered by
providers or manufacturers.

The department has been lax in updating its prices for items
with MAPCs, and it may not be getting the same rates offered by
providers or manufacturers to the general public. Specifically, we
found the following:

e While technology improvements have made some items
less expensive, the department has been lax in updating its
prices for these items, and may be missing out on savings
opportunities on these items. For example, the department
issued only 10 operational instructional letters to its fiscal
intermediary in the past three years. Of these 10 letters, only
4 actually updated a price on file, and those updates affected
the MAPC for only seven of thousands of product codes for
DME, medical supplies, and hearing aids.

e The department may be hampered in updating DME and
hearing aid rates on a timely basis because these rates are
established in regulations. In order to change these rates, the
department must initiate and obtain approval for a change to
the regulations, which can be a lengthy process.

¢ Although state regulations require the department to update
its medical supply rates no less than every 60 days, on
average for those medical supply product codes billed during
fiscal year 2001-02, the department allowed 5,720 days, or
about 15.5 years to elapse between price updates. This could
potentially cost the department money. For example, we
found that for two product codes the department could save
an additional $911,000 by making sure to update its prices in
fiscal year 2002-03.

For those items for which it has established maximum allowable
product costs, the department should ensure that it reviews and
updates these rates on a regular and frequent basis. Further, to
enable the department to become more responsive to changes in
prices, the department should seek legislation to remove prices
for DME and hearing aid items from regulations.




Department Action: Pending.

While the department believes that it makes every effort
to update prices on a regular basis, it agrees that it has an
opportunity to improve on the frequency of these updates.
However, the department did not address how it will
specifically address this recommendation.

Finding #4: The department has not fully considered the
challenges and costs of implementing its cost-savings plans.

To combat the rising costs of DME and medical supply items, the
department plans to implement the following two cost-savings
measures in the near future:

¢ The department hopes to convert its medical supply codes
from the current federally required billing code structure to
the more detailed universal product number (UPN) codes to
gain more relevant and timely information on the products it
pays for.

¢ The department plans to implement negotiated contracts for
some DME and medical supply items.

While both plans could potentially reduce the department’s
costs, both could also increase expenditures if the department
fails to properly plan and support these actions—yet the
department’s plans remain vague, incomplete, and unfocused.
For example, the department has not discussed its contract
negotiation plans with providers or manufacturers who may
prove to be resistant to the department’s efforts.

In order to realize future cost savings for Medi-Cal, the department
should continue to develop and use a UPN structure for
medical supplies and contract negotiations for its DME items.
However, the department should ensure that it adequately plans
and considers possible limitations of its efforts. Further, the
department should bring manufacturers and providers into its
planning sessions as soon as possible.

Department Action: Pending.

The department states that it has plans to meet with provider
associations and manufacturers of DME to obtain their
input, suggestions, and support with contracting efforts.




